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Materisl for Use.by US Representative in ECE Export Grm@_on
Eagt-West 7Frade Questions ,

Customs Tariff Systems in the Soviqt Bloc

The customs tariff systems of most of the countries in the

Soviet Bloc provide for double-columm teriffs with minimum rates to
be levied against goods imported from countries according MFN
treatment to the maividual ‘Bloc country end meximm rates to be
applied to.goods from other countries. Minimal rates concecie free
entry to the maJority of goods imported from the West, such as
ma.chinery and equipment, chemicals, fuels, and raw mterials, Max-
imm rates usu.a.ny fmpose a T-20 percent duty on imports of those
géods essential to the @qmestic economy, with considersbly highéi'
. rates for imports of such non-essentiels es manufactured consumer
goods. In most Bloc countries, when goods are imported et higher
rates, the forelgn trade corporation bears the additional cost in
terms of its 1nternal accounting and plan fulfillment.

The teriff system currently in force in the Soviet Blog: is
patterned on the October 1061 tariff reform of the Soviet Union.
| The Soviet measure was speciﬁcally drafted to provide & commercial
bargaining tool to be u_sed in negotiations with the EEC and EFTA.
Neither the Soviet Union nor emr other Bloc country considers membere
ship in & European custom union as legitimate grounds for en excep-

tion to the extension of MFN treatment.
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Within this Bloe tariff model there exist certain deviations,
bused on the individusl circumstences c&’ a particular country.
Czechoslovakia a.s a ménb?er of GAIT is required to extend MFN
treatment to other uxe;zﬂ:e.rvcountries; however, the Czechoslovak
government refuses tariff @mssim to the USA and the Federal
Republic of Germany, despite 1ts GAIT commitment. East German |
toriff negotiations a.re tied to the problem of recognition of the
GIR. as a sovereign state, as a result of which very restricted MFH
arrangements exist. between Bast Germany and non-Conmngiét_ cmin‘!:ries.
The Polich teriff system is mot of the same character as those else-
vhere in the Soviet m. The current customs system was established |
fn Polend on 21 Ju1&1966. ' Goods imported on the basis of yeerly
plans are duty free, vhereas other goods are subject to Coluwm I or
" I tariffs, depending upon the quantity imported. Colum I rates
epply to goods imported in quantities not exceeding the amounts given
in that colum. Colum II rates apply to other listed goods and to
excess quantitiés of Colwm I items imported. .Certain speciﬁed"
commodities, including i;on-‘-,:errmxs meteals, fertilizers, tix‘nbei"‘, and
flour; ere fmported duty-free, regardless of quantity. There is mo
information availsble on the current teriff system of Albaniag
The Effect of Customs Tariffs on Bloc Imports

Generally, the customs tariffs on Bloc countries have no real

éffect either on the volume or the sources of Bloc fmports. The
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state monopoly of foreign trade and the divorce of foreign trade
prices from final domestic prices for all practical purposes
eliminate the effect on Bloc foreign tradée that customs tariffs
have in Western countries.

Although affecting only a relétively emall volume of trade, the .
fact that customs duties are paid by the importing foreign trade
corporstion may serve as an indirect tool for comtrol of foreign
trade because 'boxmses are paid on the basis of the trading company

“profits". To the extent ‘thet a higher tariﬁ’ cen be avoided by
purchaeing from a List I.country, the profits of the foreign trading
company in terms of internal accounting are increased. -This, in.
tﬁrn, mey discourage the trading company from contracting for pur-
chases in countries from vhich its government has vithdrawn MFN
treatment. However, since foreign trade is a.state monopoly, this
indirect control on the direction of trade may be nullified ’by
executive order at any time, without penalty to the trading
corporation, in order to conclude & particular trading transaction.
For instance, it is doubtful that Czechoslovakia's import of soybeans
from the US in 1961 as a fesult of their wnavailsebility from
Coumnmist China or from a m source actual]y cavsed the Czechoslovak
trading enterprise, KOOSPOL, to be charged the higher tariff legally
appliceble to imports from the United States, which is a non.MFW
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country. Yo obtaln the soybeans in the quantity required, the duty
increment appliceble to imports from the United States vas probably
either waived or pald from the Czechoslovék state budget. '

A teriff hés no effect on foreign ’excha,ng»e requirements (except
insofar as the direction of trade might alter the type of excha.nge
needed) because the amount paid in foreign éxchenge by the National
Bank of e Bloc country on behalf of the ‘Blo¢ importer is the same,
whether a highe:r;' or lover customs tariff in domestic currency is
charged to the foreign, tréde importing corporation by the Bloc
government. Furthermore, thé_ difference in domestic curreﬁcy betveen
the foreign trade i:rice end the domestic price is not retained by the
trade enterprise, but is paid into the state budget, whether in the

form of customs duties or “profits" paid into the Compensation Fund.®

A non-Bloc nation can expect to gain little fxom being accorded
MFN treatment by & Bloc country. The MFN concept was designed for
trade among nations whose chief weapon of commerciel policy éeis the
tariff. A nation extended MFN treetment could legitimately claim
discrimination if its goodt's were leter subject to a duty higher than
that levied mgainst identical goods from "the most favored nation."

In the case of a Blbc country, hovever, the state trading mpnopoly

#* In terms of internal accounts, the importer will have a larger
“profit” in the case where the tariff is smaller.
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cen ixicreaée., reduce, or eliminate its .purchases in a g;ven country
by edministrative fiat without msking a.ny change in its tertee
‘legislation; hence it is virtually impossible :for the affected
country to prove discrimi;:ation. Nevertheless, trade can be
a.f‘fected vwhen a Bloc coun‘f;ry tﬁthdraws MFN tréa.tmento Retaliatory
increases in Czechoslovok duties were put into effect against
Switzerlend oﬁ 1 January 1960 es a resuft of Swiss tariff changes.
The New Intm-Blpc Multilateralimg
The CEMA scheme for- 1ntra-Bloc “miltilateral clearing" which 1s

to become operative in Jénuezy 1964 w:.ll be a deperture from present
Bloc trading practice but will differ merkedly from Western milti
leteralism. Cuvrency convertibility lacking in the Bloc, is the
basis of multilaterelism in the West vhere convertible currency
holdings resulting from sales in ome country cen represent claims on
products in any other country. While the new CEMA miltilateral
clearing system showld facilitate expansion of intra-Bloc trade
exchanges, 1t will not allow free transferability of credit balences
with Bloc countries, and répresents no move toward convertibility or
free tra.nsferability of a.mr Bldc currency.

. For the Bldc miltilateral clearing will mean that each Bloc
country will be eble to plan to balence its demends and 1ts

obligations ariéing from foreign trade, éei'irices iierformed ;. and other
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exchenges mitilaterally, with ell the other countries participating
in the clearing agreement. This removes the inherent strictures of
the present bilateral system, vhere planned turmover is limited by
the buying or selling limitotions of the vesker partner; but it in
no wsy reduces the plénned, state-monopoly nature of Bloc trede.

A1l espects of trade, 1ncluding bilateral mbalanees, w11l be pre-
planned--specified goods in specified quentities from a specified
trading partner wvill be stipulated through the plenning process.

The most significent aspect of the shift to multilstersl clearing
appears to be the foct that the Bloc now face the probiem of establiéhiug
e Bloc-wide foreign trade price system. The present practice of
bilateral negotiati.on of trade prices must be ebandoned if e credit
baelance acquired by country A :Ln trade with country B 18 to repmeent
) ’impoa:ts of equal velue in trade with countries C, D, and E. The
establishment of uniform Bloc foreign trade prices is a first step
tovard true multilateralism; hovever, complete convertibility will
come only when plenned economies are willing to accept the diquting
effect of unplanned claims on their goods and services.
Maltilateralism in East-West Trade

Because East European currencies sre inconvertible on commercial
account, trade with the developed West has been conducted on the basis
of either bileteral clearing accounts or direct payment in transfarable

Western currencles. Bince the return to convertibility of most West
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European currencies in 1958, there has besn a trend avay from bi-
lateral cleering in East«West trade. Even where clearing arrange-
ments have remained, greater miltilateralism has been encouraged.
because imbalances increasingly have been settled in converti’ble
currencies rather than in commodity deliveries. Bloc export
earnings in f,he VWest, therefore » are for the most part no longer
restricted bilaterally.

In order to remove the remaining restrictions on mltmtergl '
trade with the West there are two major lines of approach availsble
to Bloc govermments. One epproach would be to seek through negotia-
tions the eliminstion of remeining bilateral cleering egreements, or
the reduction of such agreements %o shopping lists the.f, do not aim
et balanced trade. Vhere bilsteral clearing agreements still exist,
' hovever, .the Western countries may favor such a.rrangeme_nts due to
their own weak troding pfos'iﬁon and/or balence of payments difficulties.
They may, therefore » resist efforts to modify or eiiminste such agree-
ments for fear Bloc countries plan .to echieve a surplus on trede
account with vwhich to psy for higher priority imports elsewhere. _

As en altema:bive » Bloc governments could attempt to expand their
miltilateral tics with the West by developing a better market for

settling cleaging balances. The proposed CEMA bank, for example,
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could be made to serve as broker within the Bloc for the trading of
favorsble VWestern clearirg balesnces either against each other,

against intra-Bloc balances (in foreign trade rubles), or for free

Western currencies.
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